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To: All REA Borrowers 
From: Jos. F. Marion, Chief, Finance Division 
Subject: Accounting Procedure for Delayed Maintenance and 


Operating Expenses, and Unusual Expenses 
Resulting from Storm Damage and Other Catastrophes 


Numerous inquiries have been received from cooperatives seeking advice 
with respect to the proper procedure to be followed in recording expenses 
such as those incident to maintenance, tree trimming and right-of-way 
clearing which has been delayed, and the proper method of handling 
unusual expenses in connection with storm damage and other catastrophes. 
Although the accounting procedure. is covered in the Uniform System of 
Accounts, in view of the many questions that are being raised, a general 
— the subject to all cooperatives would appear to be in order. 


It is our understanding that some cooperatives have set up reserves out 

of past margins to cover the expense of delayed maintenance, tree trimming 
and right-of-way clearing in order that the expense of such work will not 
have to be shown in the month when the work is performed. On the other 
hand, many cooperatives are recording monthly estimated charges for such 
purposes to maintenance and operating expense accounts, setting up the 
credit in a reserve account and charging the actual expense to the re- 
serve when the work is performed. A few of the cooperatives have also set 
up, out of their margin balance, a reserve for contingencies to cover unusual 
+ expenses such as those resulting from storm damage or other catastrophes. 
In order to obtain a uniform method of recording such expenses in those 
cases where the standard brocedure outlined in the Uniform System of 
Accounts has not been followed, and to have comparable data reported on the 
monthly statement of operations, the following procedure is recommended: 


hood accounting requires that all costs of delayed maintenance and opera- 
ting expense, and unusual expenses resulting from storm damage and other 
: catastrophes, should be charged to the appropriate expense accounts in the 
' month when the actual work is done. The establishment of reserves for these 
: purposes is not recommended. However, where reserves for delayed mainte- 

- mance and operating expenses have been established, they should be closed 
to operating margins when such maintenance, tree trimming and right-of-way 
clearing has been reduced to a relatively normal condition. Balances in 
reserves for contingencies should also be closed to operating margins. 
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When damage results Prom tyes or other pai snipe care should 
exercised to distinguish between the costs which are chargeable to 
operating and maintenance expense and those which properly become a 
part of work order costs. After repairing such damage, retirement 
work orders should be prepared for all old units of property retired, 
and construction work orders prepared for the new units installed, Ta 
In this manner, all material, labor and expense in connection with yy, 
the new units installed are capitalized, while the labor and expense 
applicable to the units retired, plus the difference between the a 
installed cost of the old unit less any usable material. sdapeiokdaiahs. iste 
charged against the reserve for depreciation. ‘ 


Whether ‘margins or "amounts in excess of expenses have pay distributed | 
on, the books to the patrons under the capital credits plan, or Left 
undistributed on the books where the capital credits plan has not been 
adopted, or where the plan is. in effect.but the actual crediting on* 
the books to patrons has not been completed, the margins or amounts 
excess of expenses serve the purpose of a reserve for all proper ; 
‘purposes. Therefore, the actual setting up of specific reserves, as. 
such, would seem to serve.no useful: purpose. Moreover, funds for the 
_various items to be covered by such reserves are not necessarily pro~- 
vided by such action, 
i ‘ : oO 
The manual of aecounts should be reviewed in respect to these procedure 
and if any further questions arise, the Finance Divaedon wel be: “Pleas 
to assist you. 


